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According to Robert A. Cornell, vice undersecretary of the US Treasury for trade and investment
policy, recent decisions by Citicorp and other big banks to increase their reserves to cover potential
losses from loans made to Latin America, was a positive step for the banks, and will accelerate
recovery in debtor nations. Cornell spoke before a meeting of the US-Mexican Chamber of
Commerce in Washington on June 5. Cornell said since the debt crisis emerged in 1982, there has
been a continual impression that the banking system is unstable. He told the assembled officials and
businesspersons that Citicorp's May 19 decision, and similar ones by other big banks, indicate that
the banks are disposed to examine new ideas and procedures toward resolving the crisis. In the long
run, he added, these decisions will be beneficial, and will contribute to reestablishing the stability of
the banking system. As a whole Latin America owes close to $400 billion to commercial banks and
governments of western industrial nations. The Treasury official said debtors who are carrying out
needed economic reforms, such as Mexico, will not be damaged by this new situation. In addition,
Cornell asserted, these new circumstances will encourage a movement toward putting the Baker
Plan into practice earlier than otherwise would have been the case. The Baker Plan, announced
by Treasury Secretary James Baker in October 1985, calls for the continuity of commercial bank
loans to debtor nations, domestic economic reform in these countries, and greater assistance from
multilateral financial institutions, such as the World Bank. Next, Cornell stated that the Citicorp
decision also reasserts the importance of new agreements between debtors and creditors in the
commercialization of the debt, whether through direct sales of debt paper, exchange for equity (debt
swaps), or other means, to substitute for a continual process of debt payment renegotiation. Another
speaker at the meeting, Gerard B. Finneran, vice president of the brokerage firm Drexel, Burham,
Lambert, Inc., said Citibank has shifted the focus of the debt question from negotiating payment
terms to the marketplace. An increasingly attractive debt conversion scheme involves exchanging
debt for equity in local companies. The debtor country delivers a certain number of stocks mainly,
but not exclusively, in a state enterprise in exchange for debt paper. According to Luis Foncerrada,
director of external financing of the Mexican Secretariat of Finance and Public Credit, in the past
year, Mexico has eliminated $1 billion in foreign debt through such arrangements. Several foreign
companies purchased debt, and have invested in the Mexican automotives, metallurgy, electronics
and tourism industries, among others. Foncerrada said that in the Mexican case these debt/equity
swaps will not significantly reduce the debt, but are useful in increasing foreign investment.
According to Finneran, debt swaps in Chile have led to the retirement of approximately 10% of that
country's (previous) $18 billion debt.
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